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EXECUTIVE DEVELOPMENT PROGRAM 
School of Business Administration, University of Michigan 


In response to demands for broader availability of its executive development 
programs, plans to offer a four-week management training program for rising execu- 
tives in all types of business have been announced for the summer of 1954 by the 
School of Business Administration at the University of Michigan. The new program 
is designed for men who have reached levels of high responsibility in their organiza- 
tions and who show definite promise of promotion to the first-line administrative posi- 
tions. The program is planned to provide the broadened perspective characterizing 
the successful administrator of modern, complex business organizations rather than 
to train executives in the skills peculiar to their own specialties. This objective reflects 
the structure of the School’s graduate and undergraduate curriculum as developed 
over a period of more than twenty-five years. The objective is also similar to the 
aims of the executive development programs which have been offered by the School 
during the past three years for bank and public-utility executives. These programs 
are in progress now and have always had capacity enrollment. 

Included in the new program’s subject matter are the areas of concern to 
broad-gauge business executives. Of particular importance are economics of enter- 
prise, human relations, financial policy, accounting control, and marketing manage- 
ment. 

The instructional staff will be drawn from the senior faculty of the School of 
Business Administration as well as from other units of the University, supplemented 
where necessary by faculty members of other universities. 

The participants in the program will be housed together in special dormitory 
quarters in order to provide an opportunity for interchange of ideas and experiences. 
The athletic and recreational facilities of the University will be available. The pro- 
gram is presently scheduled for the four-week period July 18 through August 14, 
1954. Selection of applicants will be made by the companies themselves subject to 
final screening by the School. 


For additional information please write: Director, Executive Development Program, School of Business 
Administration, University of Michigan, Ann Arbor, Michigan. 


Dean, School of Business Administration 
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Changes in Top 


Pre-war and post-war figures on the measurable part of the 
total compensation of the chief executives of industrial 
companies show some surprising facts. 


Management Compensation 


ITHIN the past decade, striking changes 
have occurred in the compensation of top 
management. These changes are complex. In 
part they have resulted from the altered price 
and wage levels to which they relate; in part, 
from the tax changes with which they are as- 
sociated. Unquestionably there has been an 
effort by management, just as there has been 
by labor, to offset the pressure of living costs 
and taxes. The effort has taken two forms: 
first, the increase of salaries and bonuses, with 
the resultant increase in personal taxes; and 
second, the substitution of indirect compensa- 
tion which may postpone or diminish taxes. 
In its search for relief from this pressure of 
taxes and living costs management has not 
achieved the same degree of success at the 
upper end of the compensation scale that labor 
has achieved at the lower end. This is not, 
perhaps, an isolated feature of top manage- 
ment compensation, but fits generally into the 
pattern of our times, for there has been an 


About the author— 

In this article, O. W. Blackett, Professor of Busi- 
ness Statistics in this School, presents some of the 
highlights of his new monograph, Management Com- 
pensation: A Statistical Study of the Relationship of 
Executive Compensation to Capital Employed and 
Earnings. This 53-page publication, identified as 
Michigan Business Studies, Vol. XI, No. 2, April, 1953, 
may be ordered from the University of Michigan 
Press, 311 Maynard Street, Ann Arbor, Michigan. 
Price $1.75. 


2 


O. W. Blackett 


unmistakable leveling of income that extends 
throughout the whole economy. 

Real wages of the executive group have not 
increased; there is, in fact, evidence that after 
taxes the higher salaried employee is less well 
off today than he was prior to the war. In 
some instances the change after taxes is truly 
remarkable. 


Pre-war and Post-war Compensation 


In Table I a comparison is made between 
the pre-war and post-war compensation of the 
highest paid officers of industrial companies, 
classified by size of company and by earnings. 
The compensation figures are, of course, aver- 
ages; the table should not be interpreted to 
mean that in companies where capital is con- 
stant from year to year compensation varies 
annually with earnings in the manner de- 
scribed. The average levels are inter-company 
comparisons based on two periods of several 
years each and do not reflect the annual vari- 
ations in earnings and in compensation. 

Nor should the table be interpreted to mean 
that individual companies closely approximate 
the average levels of compensation. Company 
variation is very wide, some individual com- 
panies paying less than half the prevailing 
rate, some two or three times as much. The 
range of the individual payments about the 
average levels is so great that it is advisable 
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to think of the figures in Table I as only ap- 
proximations subject to the same kind of error 
found in any average. It is probably safe, how- 
ever, to infer that the figures are trustworthy 
as averages within a 5 per cent range. 


case amounted to 34 per cent. These changes 
are, of course, before payment of personal in- 
come taxes. 

It should be borne in mind that these com- i 
parisons utilize only the portion of total exec- 


TABLE I 
COMPENSATION LEVELS FOR THE HIGHEST PAID OFFICER OF 
INDUSTRIAL COMPANIES— 
PRE-WAR (1929-38) AND POST-WAR (1945-49) 
Compensation Classified by Rate of Return on Companies’ a 
Capital 
— 4% 8% 12% 16% | 
$ 10,000,000 $ 44,500 $ 50,100 $ 53,700 $ 56,500 
20,000,000 54,500 61,400 © 65,800 69,200 if 
40,000,000 66,700 75,200 80,700 84,700 
80,000,000 81,800 92,100 98,800 103,800 i 
S 160,000,000 100,200 112,900 121,100 127,200 = 
320,000,000 122,700 138,300 148,300 155,900 if 
640,000,000 150,400 169,500 181,700 190,900 iz 
1,280,000,000 184,200 207,600 222,600 233,900 
B. Post-War Pertop 
\ $ 10,000,000 $ 72,900 $ 76,400 $ 78,500 $ 80,000 
20,000,000 80,100 83,900 86,200 87,900 
40,000,000 88,000 92,200 94,700 96,600 i 
80,000,000 96,800 101,300 104,100 106,100 | 
160,000,000 106,200 111,300 114,300 116,500 
320,000,000 116,200 122,200 125,600 128,000 | 
640,000,000 129.100 134,300 137,100 140,700 (| 
1,280,000,000 140,900 147,900 151,600 154,600 
| C. Percent CHANGE 
| $ 10,000,000 63.8% 52.5% 46.2% 41.6% 
20,000,000 77.0 36.6 31.0 27.0 
40,000,000 31.9 22.6 17.3 14.0 
80,000,000 18.3 9.9 5.4 2.2 
160,000,000 6.0 -14 -5.6 -9.4 
320,000,000 -48 -11.6 -15.3 -17.9 
640,000,000 -14.2 -20.7 -24.5 -26.3 
1,280,000,000 -23.5 -28.8 -31.9 -33.9 
The highest paid officer in a ten million dol- utive compensation that is measurable in dol- 
lar company earning 4 per cent on capital em- lars. Before the war substantially all executive 
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ployed, earned before the war $44,600. He 
now earns $72,900 or an increase of 63.8 per 
cent. In contrast, the top officer of a large 
company, with roughly a billion and a quarter 
capital, now receives $140,900, which is a de- 
crease of 23.5 per cent from his pre-war figure. 
The decrease is even more striking if this large 
company earned 16 per cent on capital em- 
ployed, the decrease of compensation in that 


compensation was of this measurable charac- 
ter so that the averages could be taken at face 
value. Tax considerations now interfere with 
so simple an interpretation. The decline in 
cash compensation reflects to some degree a 
substitution of nonmeasurable compensation 
that promises to have a more favorable tax 
status. Many companies utilize such arrange- 
ments to lighten the personal tax burden of 


executives. Some of these other forms of com- 
pensation will be described presently. 

Chief interest attaches to the expense ratio 
(compensation divided by earnings) because 
it is the most significant measure from the 
stockholders’ point of view. This ratio varies 
with size of company, but the size correction 
is the only adjustment required to furnish a 
useful standard of executive compensation. If 
a company’s compensation ratio is unusually 
high or low for its size class, it is proper to 
examine its earnings to see whether they also 
are higher or lower than the average for its 
size. A high compensation ratio accompanied 
by a high earning ratio should be satisfactory 
to the stockholder. Table II shows the com- 
pensation ratios for the highest paid officers of 
large and small industrial companies. 


TABLE II 


COMPENSATION RATIO (HIGHEST PAID 
OFFICER) PRE-WAR AND POST-WAR 


PERCENT OF EARNINGS 


Capital Employed Pre-War Post-War 

$ 10,000,000 5.5% 5.8% 
20,000,000 3.8 33 
40,000,000 ay 1.9 
80,000,000 1.8 1.1 
160,000,000 13 0.6 
320,000,000 0.9 0.4 
640,000,000 0.6 0.2 
1,280,000,000 0.4 0.1 


For all levels over ten million dollars of 
capital employed, the post-war compensation 
ratios are lower than the pre-war figures, and 
the larger the company the larger the differ- 
ential. In part, of course, the lower ratios of 
recent years reflect the higher earnings of these 
years. There is, however, no evidence that the 
improvement in earnings was greater for the 
large than for the small company. Consequent- 
ly there is no choice but to regard the differ- 
ential change in compensations between large 
and small companies as a result of structural 
change in methods of paying the chief exec- 
utives of industrial companies. 

Throughout the decade of the forties high 
and increasing taxes exerted pressure on the 
incomes of executives. It is significant that 
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toward the close of the decade the tax rate on 
a $60,000 salary was approximately the same 
as that en a salary of $120,000 had been ten 
years earlier, and that corresponding increases 
took place at all salary levels. 

In the face of these Jarger tax burdens and 
of increased living costs it is not surprising 
that most executive salaries were increased. 
Salary increases, however, are subject to mar- 
ginal tax rates so that only a small fraction 
remains as take-home pay. Simple tax compu- 
tations indicate the take-home pay that ac- 
crued from a $10,000 increase at various 
salary levels in 1939 and 1949. The record is 
as follows: 


TAKE-HOME PORTION OF $10,000 SALARY 


INCREASE 
Salary Level Pre-War Post-War 

(1939) (1949) 

$ 60,000 $6,124 $4,528 
80,000 4,844 4,013 
100,000 4,049 3,596 
120,000 3,800 3,358 
140,000 3,800 3,120 
160,000 3,626 2,872 
180,000 3,600 2,608 


If salary increases for top executives were 
designed solely to offset these tax burdens it 
is clear that the largest percentage increases 
would have to occur at the top of the scale. 
Evidence shows that the reverse has hap- 
pened; the greatest relative increases have 
been in the lower ranges. 

In part this contradiction may be explained 
in terms of the cost of salary increases to the 
company. Since a salary increase is an expense 
to the company, it entails, if allowed, a de- 
crease in the corporate income tax. Although 
no tax computation of this kind will apply to 
each individual case, it would not be far from 
the facts to assume a corporate tax rate of 
1214 per cent on prewar income and of 37% 
per cent on the postwar. Thus a $10,000 sal- 
ary increase in 1939 cost a company $8,750 
and a similar increase in 1949 cost a company 
$6,250. The take-home pay of an executive 
that arises from a salary increase of $10,000 
may, then, be expressed in terms of its per- 
centage of cost to the company as follows: 
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PERCENTAGE OF SALARY COST RETAINED 
BY EXECUTIVE 


Level Pre-War Post-War 

ary (1939) (1949) 

$ 60,000 70% 72% 
80,000 55 64 
100,000 46 538 
120,000 43 54 
140,000 43 50 
160,000 41 46 
180,000 41 41 


If such computations play a part in de- 
cisions relative to salary adjustment, it is clear 
that salary increases have less to recommend 
them at the higher levels than at the lower 
levels. It would not be unreasonable under 
present conditions to consider salary increases 
which yield the executive 70 per cent of the 
cost; it would be a dubious decision when the 
salary increase yields the executive only 40 
per cent of the cost. Viewed in this light, salary 
increases are less attractive to the company 
at the higher levels. 

A more likely explanation is that, in the 
higher salary ranges, increases that would af- 
fect in any material degree the burden of taxes 
would be unpopular with the stockholders and 
with labor. Salaries are no longer a cherished 
secret but are disclosed in proxy statements 
and reported to the Securities and Exchange 
Commission. They have been subject to re- 
peated stockholder suits and have received un- 
favorable mention repeatedly in labor negotia- 
tions. In general, it has been only the salaries 
at the higher range that have proved unpop- 
ular, and without regard for the fact that a 
$50,000 salary may be less equitable compen- 
sation for one position than $300,000 may be 
for another. 

The combination of (1) unpopularity of the 
higher salary ranges and (2) the not unfavor- 
able cost considerations in the lower ranges 
seems adequate to account for the structural 
changes that have occurred in the pattern of 
executive compensation in the postwar period. 
Alternative forms of compensation have been 
devised as substitutes for straight increases in 
salary or bonus. It is no accident that the 
alternative forms of compensation had their 
chief acceptance and growth in the larger com- 


panies. 
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Alternative Forms of Compensation 


Oldest of these alternative forms is the 
stock option. Although it has been long in use, 
and except for a brief period (1946-1950) has 
had a favored tax position, it cannot be said 
to have been popular during the prewar period. 
In the future, since the Revenue Act of 1950, 
it is very probable that increasing use will be 
made of this device, because it substitutes a 
capital gains tax for the income tax, and has 
the merit of increasing incentive among exec- 
utives. So long as it is confined to chief ex- 
ecutives who can afford the attendant risk, it 
is not subject to the criticism that has usually 
attached to general stock purchase plans for 
all employees. 

Deferred compensation plans are a relatively 
new device. They are more flexible than other 
plans although not more advantageous in their 
tax liability. Individual plans are so varied 
that it is not possible to generalize broadly. 
They may provide for two periods of employ- 
ment, the second corresponding to what is 
usually regarded as a man’s retirement, dur- 
ing which the executive contracts not to enter 
into competition and to give “consultation 
service.” They may or may not vest some por- 
tion, and the payments may take a variety of 
forms. It is worth noting that deferred com- 
pensation plans will undoubtedly receive in- 
creased scrutiny by tax authorities and that 
they have not yet been subjected to court 
review. 

The third common form of compensation is 
the pension. The Revenue Act of 1942 re- 
moved many of the tax disadvantages of retire- 
ment plans at the same time that it established 
more rigid requirements for “qualified plans.” 
Individual retirement plans for the exclusive 
benefit of key executives have always had the 
advantage of postponing compensation until 
the executive was in a lower tax bracket; they 
have not had the advantage of current deduc- 
tibility for corporate tax accounting. The 
qualified plan, which cannot discriminate in 
favor of the chief officers, now has the ad- 
vantage of current deductibility. 
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| The interests of both the United States and of the world 
call for encouraging international trade. 


A Tariff Policy for Modern Times 


ECENTLY, Detroit No. 1 Kiwanis Club 

innovated a forum style of program for 
their weekly meetings presented in a series of 
one address for each of four meetings. The 
subject of discussion was concerned with inter- 
national trade, under the title of ‘(How Free is 
Free Trade?”, which was inspired by a state- 
ment of the Detroit Board of Commerce 
wherein that body advocated adoption of a 
free trade policy with foreign countries. In 
these meetings the viewpoints of four distinct 
and basic economic groups were presented. 
The import of all of them was that we should 
lower our tariff barriers and remove other 
obstacles to international trade. This position 
of the Board and of the speakers was in some 
ways electrifying, for the industrial Middle 
West typified by the city of Detroit has tra- 
ditionally been regarded as a stronghold of 
protectionism and economic isolation. 

It was indicated that as the city of Detroit 
had taken the lead in the development of mass 
production, it was in harmony with that lead- 
ership that its civic institutions should take 
the lead in directing attention to one of the 
important economic implications of that de- 


About the author— 


A previous contributor to this Review, Dr. Griffin 
is Fred M. Taylor Professor of Business Economics 
in this School. This article was written as a summary 
and additional commentary on a series of addresses 
given before the Detroit No. 1 Kiwanis Club, at the 
request of Mr. Harold G. Mounteer, C.P.A., a repre- 
sentative of that Club. It was through Mr. Mounteer’s 
interest in a better public understanding of this vital 
question and his diligence in making the program 
arrangements that this significant project by an out- 
standing service club was made possible. 
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velopment. The Detroit No. 1 Kiwanis Club 
and the Detroit Board of Commerce should 
be commended for their contribution towards 
advancing the public’s understanding of this 
controversial subject. 

The meetings of the club were addressed by 
Mr. Edward Littlejohn of the Burroughs Ad- 
ding Machine Company, who presented the 
viewpoint of a manufacturer; Dr. Kenneth 
Hood of the American Farm Bureau Federa- 
tion, represented agriculture; Mr. Charles 
Empson, British Commercial Minister to the 
United States, expressed his country’s view- 
point, and Mr. Thomas R. Wilson of the De- 
partment of Commerce, who stated the present 
position of the United States. It is obviously 
impossible to summarize effectively four ad- 
dresses which were themselves highly con- 
densed. Through them, however, there seemed 
to run a common thread which can be set 
down in a few sentences. 


Viewpoints of the Speakers 


The industries and agriculture of the United 
States are in fact geared to exporting. In order 
to export we must import. In recent years our 
exports of goods and services have exceeded 
our imports of them by some $5,000,000,000 a 
year. This gap has been met by various aid 
programs. These obviously can constitute only 
a temporary stop-gap. They are disliked by 
our tax payers and by the foreigners, too. If 
these programs are to be discontinued or re- 
duced there seems to be but three alternatives: 
one, greatly to increase our foreign invest- 
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ments; two, to reduce our exports; and three, 
to increase our imports. 

It is quite unlikely that investments can be 
increased by enough to meet this requirement, 
at least not on a private basis; and so-called 
investments on a public basis have a way of 
becoming gifts. The alternative of reducing 
our exports would lead to one of two unfor- 
tunate consequences. The first of these would 
be a lowering of living standards abroad (as 
well as in this country). The second would be 
that the foreign countries would turn to Russia 
or her satellites for desired goods. The third 
alternative, to increase imports into the Unit- 
ed States, while it would create certain specific 
problems, would in the long run serve us well 
and also serve the foreigners well. It thus 
meets the requirement of mutual gain upon 
which a free enterprise system depends. 

In view of the advantages of the third alter- 
native, why should there be so much objection 
to it? Apparently there are two answers. In the 
first place, while nearly everyone approves of 
the competitive free enterprise system in the 
abstract, many industries are not averse to 
asking that they be exempt from the pressure 
of this competition. In the second place, in a 
more general way there is an attitude of un- 
expressed fear. This attitude seems to imply 
that the American economy is a weak econ- 
omy. This is a highly inconsistent attitude in 
view of the fact that we are asking the rest of 
the world to accept our economic system and 
philosophy as an example to be followed; but 
at the same time we seem to be taking the 
position that our economy is too weak to stand 
the competition of the others. Such an incon- 
sistency will not escape the notice of our allies 
and prospective allies. What we need, there- 
fore, is to extend our faith in competition and 
in honest trade, and thus to reaffirm our faith 
in our system. 

If I can add anything to this discussion and 
line of thought it might be by way of a brief 
and simple statement of the basic economic 
principles that underlie all trade and to sug- 
gest how those principles apply to the position 
of the United States in the world today. 
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The Present American Position 


One hundred and eighteen years ago (1835) 
a young man of twenty-seven, Alexis de 
Tocqueville, attempted to peer into the future. 
Surveying the countries of the world he point- 
ed his finger at two of them, at that time only 
minor powers. They were the United States of 
America and Russia, and he wrote these pro- 
phetic words, “The principal instrument of 
the former is freedom; of the latter, servitude. 
Their starting-point is different and their 
courses are not the same, yet each of them 
seems marked out by the will of Heaven to 
sway the destinies of half the globe.” 

The position of the United States today 
could hardly be better described than in that 
prophetic forecast. For better or for worse, the 
United States has assumed the mantle of 
power in the free world. This is an inescapable 
fact. 

How we will use that power is a question. 
In many respects we shall probably improvise 
and feel our way, after the usual manner of 
democracies; but there do arise certain hours 
of decision which will be fateful for the future. 

In one of the aspects of our leadership, the 
year 1953 is such a time, for in this year im- 
portant decisions must be made as to the pat- 
tern of international trade among the non- 
communist countries. In fact, in the next few 
months we shall have to take a position on the 
matter of protectionism and free trade. The 
importance of the Reciprocal Trade Program 
around which the contest largely revolves 
could easily be exaggerated, for it is only one 
of many possible devices for implementing a 
policy of reducing tariffs and inducing others 
to do the same, but the importance of the prin- 
ciple of removing or increasing obstacles to 
trade can hardly be exaggerated. 


Obstacles To International Trade 


Trade between the nations of the world is 
obstructed in many ways. Some of these ob- 
stacles are natural. These can be seen in terms 
of the difficulties facing a foreign producer 
who desires to sell in the United States. In the 
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first place, he must recognize that the United 
States has the highest level of effectiveness in 
most lines of any country in the world. Then 
there is the fact that he may be several thous- 
and miles removed from this market. His 
knowledge of the details and peculiarities of 
the American market is inferior to that of 
domestic producers; the cost of a sales pro- 
motion program to introduce his product into 
this market may seem to him prohibitive. 

There are other obstacles, however, which 
are definitely “man made.” He may face an 
import duty which may range from a minor 
obstacle to a prohibitive barrier. Then he faces 
the complexities and time-consuming delays of 
customs procedure. Even though in the par- 
ticular case the tariff rate is not too onerous 
he faces the possibility that at any moment, 
through the “escape clause” in our Trade Act, 
the tariff may be raised, precisely because he 
has been successful in overcoming the other 
obstacles. 

It is clear, then, that our policy of discour- 
aging or encouraging trade is only partly a 
question of the tariff rate itself. Nevertheless, 
the tariff has been the traditional issue and it 
stands today as a symbol of the general policy 
of this country on the matter of international 
trade. For that reason, the question of our 
policy can be discussed in terms of the tariff. 

In popular discussion and in political fact 
the tariff question is likely to be discussed in 
terms of particular items—the tariff on elec- 
tric light bulbs, on watches, and so on. In a 
sense we do not have a tariff. We have several 
tariffs, and separate skirmishes will be fought 
around each of them; but it may be wise to 
try to think of the significance of the ‘“‘war”’ 
itself rather than of the individual skirmishes, 
or to step back far enough from the trees so we 
can see the forest. If we do this, we shall be 
forced to ask ourselves certain fundamental 
questions. The first of these is, why is trade 
desirable anyway? 


Trade Necessary for Specialization 


The answer to this question I believe lies 
in the fact that the fundamental economic 


problem of this country and the world is an 
inadequacy of goods to supply the needs and 
desires of the people. These can only be pro- 
duced by human effort. The higher the pro- 
ductivity of that effort, the more nearly we can 
approach our desired goal. 

Productivity, in turn, depends upon many 
factors. One of them is the extent to which 
we rely upon and utilize the principle of spe- 
cialization, which is that production will be 
highest when each person does that which he 
is best fitted to do. But if people individually 
or collectively as an area or country are to 
do that which they are best fitted to do they 
obviously must exchange their goods. There- 
fore, the degree of specialization depends upon 
the possibilities of exchange of goods. 

It should be easier for Americans to see that 
important point than for any other people in 
the world, for the high productivity of this 
country has quite clearly been supported by 
the possibility of free exchange of goods over 
a very large area and among a population of 
150 million people. 


The Essential Basis of All Trade 


Elementary as it may be, it is worth while 
to remind ourselves of the essential basis of 
all trade. This can be illustrated in our every- 
day actions. I go to my favorite retailer and 
buy a pair of shoes. Why do I do this? Because 
I am unable to produce a pair of shoes myself. 
This is the reason that we buy bananas and 
tea and coffee and various other items instead 
of trying to produce them in this country. 

Another simple example is that of a profes- 
sional man who employs an income tax ac- 
countant to prepare his tax return. It is quite 
possible that the taxpayer is entirely compe- 
tent to make out the return. He may indeed 
flatter himself that he could do it just as well 
as the specialist and that he could do it just 
as quickly. He, nevertheless, pays to have it 
done for him because in the two or three days 
that it would require him to do the job he can 
earn more money than the specialist will 
charge for the job. Notice that in this illustra- 
tion he is not concerned with the time which 
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the specialist will devote to the job; he is only 
concerned with alternative uses of his own 
time. 

This principle is the basis of our inter- 
national trade for many products. We buy 
fine laces from Italy, but not because we are 
incapable of producing them. Our own citizens 
of Italian descent have not forgotten all their 
old skills. We very sensibly buy these goods 
because in this country we can put our time 
to better use or, expressed otherwise, we can 
obtain the laces with less effort by the indirect 
processes of producing something which is 
more consistent with our abilities and exchang- 
ing that thing for the laces. 


The Principle of Comparative 
Advantage 


The two cases are expressed in the economic 
principle of comparative advantage. In non- 
technical language this principle simply means 
that if a country is blessed with advantages 
it always has greater advantages in some lines 
than in others. It will, therefore, gain most if 
it devotes its efforts to the things it can do 
best and exchanges the products of these 
efforts for things in which its advantage is 
least. 

The principle holds equally for countries 
which operate at a disadvantage in all lines. 
It is still true that its disadvantages will be 
greater in some than in others and the sensible 
policy will be to produce those things in which 
its disadvantages are least and exchange them 
for the products in which its disadvantages 
are the greatest. The wisdom of such policies 
is perhaps sufficiently evident. Indeed, this 
may be one of the best demonstrations of the 
observation that economics is simply common 
sense made difficult. 

But the practical application of the principle 
is often elusive. An English businessman, for 
example, who had just completed a tour of 
American industries told me that he was very 
discouraged about the possibility of Britain 
exporting enough to pay for their imports. 
He said, “As far as I can see there is hardly 
anything which we can produce which you 
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cannot produce better.” He failed to see that 
although we might have a very general superi- 
ority in the man-hours required to produce 
most things, nevertheless, our advantage was 
greater in some lines than in others and corre- 
spondingly that the British disadvantage was 
less in some than in others. 

No country can be so badly off as to produc- 
tivity that they cannot export something if 
the channels of trade are kept open, for they 
are always worse off in some lines than they 
are in others. Likewise, no country (and this 
applies particularly to the United States) can 
be so productive that it is profitable for them 
to produce everything, for there are always 
some things that they can produce better than 
others. 


Wages and Costs 


My English friend should have recognized 
that although the man-hours required in Amer- 
ica to produce a given product may be less 
than in Britain our wages are also higher and, 
therefore, the money cost of that product may 
be substantially higher here than in his coun- 
try. And this money cost does not come about 
accidentally. The level of money wages and 
other costs in a country are adjusted to the 
general level of productivity of that country 
(if they are permitted to find their own level). 
If it is true, therefore, that Britain can pro- 
duce nothing at a price which would make it 
saleable in the United States, that must mere- 
ly mean that their level of wages (and other 
costs) is too high relative to their productivity. 

A recognition of this principle and of the 
adjustment of wages to productivity should 
also give the answer to the often expressed 
fear in this country of competition with low- 
wage countries. Normally, low wages merely 
reflect low general productivity; and hence 
labor at $5.00 a day in some countries repre- 
sents no more of a “bargain” to the employer 
than wages of $10.00 a day in our country. If 
one objects that this is only “normally” true 
and may not be true in fact, it can be replied 
that in most of the countries outside of the 
United States any deviation from that normal 
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relation is by way of maintaining the money 
wages of those countries at a too high level 
and, therefore, this deviation from normal acts 
as a handicap upon the foreign producer rather 
than as an artificial advantage. 


Do Imports Reduce Employment? 


The argument for a national policy of re- 
moving obstacles to trade is implicit in the 
principle that has just been discussed. For, 
under that principle it appears that the volume 
of products obtainable with a given amount of 
effort will be maximized by specialization— 
personal, regional, and international—and that 
this specialization is the counterpart of free 
exchange. 

Moreover, international trade is normally 
an exchange of goods and services. This should 
provide a simple and sufficient answer to the 
fear that foreign imports will reduce employ- 
ment in this country. Every lot of products 
that are imported into this country requires 
the production of export of a corresponding 
lot of other goods to pay for them. While the 
importation of Japanese light bulbs might re- 
duce employment in that industry in the Unit- 
ed States, it will surely increase employment 
in the export industries; and this is not a 
vague hope, but a definite requirement unless 
the Japanese are to give us the bulbs, which 
seems highly unlikely. 

In this answer, however, there appears one 
of the real difficulties in a sudden and sharp 
change in tariff policy, for it implies that 
workers would have to shift from one industry 
to another and also that certain enterprises 
would have to change their line of production 
of possibly even liquidate, and that others 
would correspondingly be built up. The in- 
conveniences and costs of these shifts cannot 
be disregarded. They are in the same category 
with the shifts that have to be made as a 
result of competition in a changing and dy- 
namic domestic economy. 

But there is this difference: that the burden 
of shift is caused by a government decision 
rather than by “natural” forces. We cannot, 
therefore, view these burdens complacently. 
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Certain industries, even though economically 
unjustified, have been built up back of tariff 
walls and their participants should not in 
fairness be made to suffer unnecessarily for a 
change in government policy upon which these 
participants had relied in all good faith. This 
is an example of the justifiable claim of 
“vested interests.” 


Minimizing the Burdens of 
Tariff Changes 

As a nation, we should not allow these 
claims to stand in the way of a change of 
policy which is, on the whole, desirable; but 
the change should be made in such a way as 
to minimize the burdens. There are several 
ways of doing this. One is the plan suggested 
in France recently that the government an- 
nounce a policy of radical tariff reduction to 
be accomplished over a period of ten years 
and by means of a reduction of one-tenth each 
year. Another device has been proposed in 
Canada involving the payment of subsidies to 
the injured companies. The granting of such 
subsidies or reparations could possibly be 
placed in the hands of the Tariff Commission 
and made on the basis of undue hardship 
shown by a particular company as to a par- 
ticular product, the burden of proof, of course, 
being upon the applicant. This could be con- 
tinued for a limited number of years. It ob- 
viously should not be a permanent policy and 
politically it almost certainly would not be. 


The International Situation 


All that has been said so far refers to the 
basic economic question of how the people of 
the world can live better with the same amount ~ 
of expenditure of effort. This question is uni- 
versal. It faces all countries and it has always 
been with us, but at the present juncture the 
subject is charged with political implications 
of a high order. 

I take it that our foreign policy is to build 
up a community of nations that will support 
the Western cause in opposition to the Russian 
bloc. So far we have not provided an economic 
foundation for that policy. A true community 
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of nations must be based upon interdepen- 
dence; it cannot, except for temporary emer- 
gencies, be based upon gifts. Interdependence 
means mutual dependence. It is the only basis 
on which individuals or nations can work to- 
gether with self respect. An intricate and per- 
vasive network of international trade provides 
that economic interdependence. 

Put more bluntly, if the world is going to 
be divided into two blocs, as unfortunately 
seems to be the prospect, it is economically 
necessary that the countries of Western 
Europe and of other parts of the world be 
incorporated into one or another of these 
mutually dependent groups. If we, represent- 
ing the greatest market in the world, make it 
more difficult for them to export and to import 
with us they will have two alternatives: one, 
to become more self-contained, and this is 
clearly opposed to the economic requirements 
of modern life; and the other is to expand 
their trade with Russia or its satellites. The 
latter means to become members of the Rus- 
sian-dominated group as far as economic rela- 
tions are concerned regardless of how distaste- 
ful that might be to some of them from an 
ideological or political point of view. 

We must remember that several countries, 
especially those of Western Europe, had long 
standing trade relations with Russia and the 
satellite countries in years past. We cannot 
consistently object if Denmark and other 
countries similarly situated wish to extend 
their trade with Russia if we at the same time 
are discouraging their trade with us, as we so 
arbitrarily do, for example, with the embargo 
on blue cheese. 

Admitting as we did at the outset, that 
there are many natural obstacles and some 
artificial ones other than the tariff, it is still 
true that a perverse attitude on our part on 
that subject, which looms so large in the minds 
of the people of other countries, is bound to 
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weaken our prestige and to strengthen the 
suspicion that we are not in good faith when 
we talk in terms of mutual aid. 


The Path to a One-World 
Community 

Viewing the question more broadly and con- 
sidering the historical background, we can 
regard the history of the last several centuries 
as being marked by a gradual freeing of the 
channels of trade, of exchange of ideas, of 
facilities of travel, in other words a tendency 
to create, in the best sense of the word, a one- 
world community. The progress in this direc- 
tion has been irregular, but in the Eighteenth 
and Nineteenth Centuries so much progress 
was made that men of broad vision could hope 
for the time when international boundaries 
would not be economic obstacles. During the 
Nineteenth Century while Britain dominated 
the international scene much progress was 
made in this direction. 

Unfortunately, since 1914 the world trend 
has been in the opposite direction. We are 
farther, in fact, from that ideal today than we 
were a hundred years ago. 

Now the leadership falls to this country and 
in this century we must make a fateful de- 
cision whether the world is to become more 
closely knit and cooperative on the sound basis 
of mutual self-interest, or whether we are to 
return to a narrow nationalism and economic 
isolation. Should we not hope that when in 
another century the history of this period is 
written it can be said that the United States of 
America took over the leadership of the West- 
ern world from Britain, and that she put the 
world back on the path which Britain had 
marked out in the Nineteenth Century, but 
from which she departed in the Twentieth 
Century? If that can be said then it will also 
be said that the United States of America used 
its power well. 
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Customer surveys show what commodities are bought 
in the buyer’s home town, which goods in other cities, and the 
reasons given for the variations in patronage. 


Michigan Businessmen Get 
Acquainted with their Customers 


HE businessmen in Michigan communities 
are getting better acquainted with their 
customers. This fact has been brought about 
by the Better Service Reports based on com- 
munity surveys which have been submitted to 
the businessmen in twenty towns and cities in 
the state of Michigan during the past twenty 
months. 

It is a wise man who tries to learn all about 
the person with whom he deals. A banker or 
other financial creditor will go to great length 
to obtain information on the prospective 
debtor—his character, capacity, and collateral. 
A lawyer must cross-examine the witness be- 
fore he can argue the case satisfactorily. Many 
large corporations find it necessary to explore 
the attitudes and opinions of their employees, 
representatives, and customers. Likewise, wise 
merchants in Michigan have come to realize 
the importance of knowing their customers— 
who they are, where they live, where they 
purchase; and if they don’t purchase in the 
home town storese—WHY NOT? 


About the author— 


Mr. Moore has a B'S. in Business Administration, 
conferred by Alabama Polytechnic Institute, and an 
M.B.A. from the University of Alabama. A lieutenant 
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from his post as Instructor in Business Statistics at 
the University of Alabama, he is a candidate for the 
Ph.D. degree at Michigan, and a Research Associate 
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With great improvements in automobiles 
and highways and the tremendous increase of 
42 per cent in the number of autos in use in 
the last five years, the average customer has 
found that he is not restricted to one shopping 
district; he has many from which to choose. 
In addition to mail order houses, tne custo- 
mer may usually choose between the down- 
town shopping district, the neighborhood 
stores, other towns, and large cities within a 
convenient range. 


The Key Problems 


Merchants in Michigan communities and 
the Chambers of Commerce have become in- 
creasingly aware of the losses of business to 
other towns and cities. This awareness has 
raised several questions in their minds. 

(1) What proportion of the local families 
make their purchases away from the home 
town? 

(2) Are the losses consistent by merchan- 
dise groups or are they most pronounced for 
certain groups? 

(3) Why do the families purchase away 
from the home town? What are they seeking 
that they can’t find in the local stores? 

(4) What constructive things can the home 
town do to make it a more convenient place in 
which to shop? 
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The Better Service Reports came into being 
to obtain the answers to these questions. The 
questionnaire, used in the surveys, usually 
four pages in length, was originally designed 
by the Michigan Retailers Association, but 
questions are added or deleted to meet the 
needs of the individual community. 

The questionnaires are designed to get the 
following basic information: 

(1) The characteristics and shopping habits 
of the customers; 

(2) The likes and dislikes about local mer- 
chandising practices and living conditions. 


How the Surveys Were Made 


The local Chambers of Commerce generally 
organize and supervise the survey for the par- 
ticular community. They first get the backing 
of the merchants and then enlist the cooper- 
ation of the local schools, which assist tre- 
mendously in the project by seeing that the 
questionnaires are distributed and collected 
from the families in the area. The school chil- 
dren in selected grades are given the questiqn- 
naires to take to their parents for completion 
and return. The returns usually run around 25 
per cent to 35 per cent of the total question- 
naires distributed. This is considered to be a 
fairly good return. The completed question- 
naires are then sent to the Bureau of Business 
Research of the University of Michigan where 
the answers are tabulated and a report is 
written summarizing the findings. 

Shortly after the report is written, a repre- 
sentative of the Bureau of Business Research 
meets with the merchants and other members 
of the local Chamber of Commerce to review 
the results obtained from the questionnaires. 
Generally a question and answer session is 
also held to clear up any points not brought 
out in the report. 

During the past twenty months, Better Ser- 
vice Reports have been completed in twenty 
Michigan communities, ranging in size from 
Frankenmuth with a few thousand persons to 
Flint which has almost two hundred thousand. 
Most of the communities, however, range in 
population from 10,000 to 25,000 persons. 
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Just as the sizes of the communities vary, 
the findings vary from city to city (but not 
necessarily because of population differences) ; 
and there were many striking similarities in 
the shopping habits and characteristics of the 
typical customer families in the various cities. 


Proportion of Local Families Who 
Shop Away from the Local City 


In the average Michigan city 26 per cent, 
or about one in every four families, purchase 
their needs from other cities. Only about 2 
per cent shop from mail-order houses. In the 
“best”? city, however, only 6 per cent of the 
families go elsewhere to shop. In the “worst”? 
city, a majority of the families (55 per cent) 
go elsewhere to shop. The “‘best” city (40,000 
population) is a larger than average size city 
and is not very close geographically to a larger 
city (60 miles). In addition the city seems to 
be wide awake and the merchants public- 
spirited to a high degree. The “worst” city is 
much smaller (less than 5,000); it is fairly 
close to three larger communities (around 15 
miles). It is considered a “resort” town and 
the local families feel that ‘tourists are given 
too much preference.” Between these two 
extremes are found two fairly distinct groups 
of cities. 

About one-half of the cities studied have 
the following characteristics: 

1. Larger cities are fairly inaccessible, be- 
ing from 25 to 200 miles away. 

2. Approximately 15 per cent of the fam- 
ilies purchase from other cities. 

The other half of the cities studied have the 
following characteristics: 

1. Larger cities are fairly accessible, being 
from 9 to 15 miles away. 

2. Approximately 30 per cent of the fam- 
ilies purchase from other cities. 

The Better Service Reports found, as one 
would naturally expect to find, a direct rela- 
tionship between the distance to larger shop- 


1 The city with the highest per cent of families 
who shop locally is the “best” city. 

2 The city with the lowest per cent of families who 
shop locally is the “worst” city. 
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ping centers and the percentage of families 
who shop locally. There is also a direct rela- 
tionship between the percentage of families 
who shop locally and population of the local 
town. When the two factors above combine— 
low population and nearness to larger shop- 
ping centers—the losses to other cities are 
accentuated. The small city which can hold 
85 per cent or better of its customers when a 
larger shopping center is within a distance of 
25 miles or less is an especially strong city. 
It is an especially poor small city which is a 
far distance (100 miles or more) from a larger 
community and yet finds itself losing about 
40 per cent of its customers to other cities. 
Families usually don’t go this long distance 
for regular shopping unless their needs are 
poorly met in the local stores. 
Competition Within a City 

One of the cities reported on was Flint, 
Michigan, a large industrial city with a pop- 
ulation of almost two hundred thousand. The 
merchants in downtown Flint have a problem 
of losses of sales just like merchants in the 
average smaller community. The main differ- 
ence is that the competition for a large city 
like Flint does not come from other cities but 
from neighborhood stores. On the average, 79 
per cent of the families in the Flint area pur- 
chase in the downtown stores, and 2 per cent 
purchase in other cities. One per cent of the 
families purchase from mail-order houses. 
These percentages are the averages of the per- 
centages for thirty-two merchandise groups. 
For example, the percentages of families in the 
area who shop in downtown Flint vary from 
one merchandise group to another—from a 
low of 11 per cent for meats and groceries to 
a high of 95 per cent for women’s coats and 
suits. The arithmetical average of the 32 
groups is 79 per cent. The proportion of fam- 
ilies who shop in the neighborhood averages 
18 per cent for all groups but the percentages 
for the individual merchandise groups vary 
from a low of 1 per cent for women’s coats 
and suits to a high of 88 per cent for meats 
and groceries. Three per cent of the families 
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buy infants clothing from mail-order houses 
(not retail outlets) and none buy meats and 
groceries, the average percentage for all 
groups being 1 per cent. The average of 2 per 
cent who purchase from other cities is com- 
puted in a similar manner. 

The neighborhood stores have many of the 
characteristics of small comunities. One com- 
mon characteristic is that the largest pro- 
portion of the families in the area purchase 
such items as meats and groceries, drugs and 
toiletries, paints and hardware, from the more 
convenient stores in the neighborhood. Prac- 
tically all of the families go downtown for 
the more expensive items of clothing and 
household furnishings. The chief reasons given 
for shopping in the neighborhood are (1) con- 
venience of location, and (2) better parking 
facilities. It is interesting to note that a size- 
able number of the families also listed “lower 
prices” and “better quality” as reasons for 
purchasing in the neighborhood. 

Of considerable concern to many business- 
men in the downtown areas of large cities is 
this matter of growing competition from neigh- 
borhood stores. In Flint, as yet, downtown 
losses to the neighborhood stores are not con- 
sidered serious except in six merchandise lines: 
meats and groceries, drugs and _ toiletries, 
paints and hardware, farm supplies, plumbing 
and heating equipment, and building mater- 
ials. In these groups, 40 per cent or more of 
the families in the market area purchase from 
neighborhood stores. In the more expensive 
clothing lines and household furnishings, prac- 
tically all of the families make their purchases 
from the downtown stores. In these lines the 
competition from the neighborhood stores may 
not be serious mow, but many far-sighted busi- 
nessmen are concerned about the future trend 
toward increasing neighborhood shopping. 
Steps are being taken in some cities to offset 
the rather obvious advantages of neighbor- 
hood stores for families in the outlying areas. 
Such things as building off-street parking 
facilities, improving customer service facil- 
ities, improving sales training programs, are 
being done. 
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Comparison of Losses by 
Merchandise Grou 

The various factors which lead customers to 
shop away from their home towns are much 
more effective for some products t>an for 
others. The Survey Reports indicate « high 
degree of dependence on local steres for the 
following commodity groups: 

Meats and groceries, 
Drugs and toiletries, 
Paints and hardware, 
Housewares. 

The local merchants dealing in these com- 
modities in almost all communities are receiv- 
ing a very large percentage of the local trade 
(85 per cent or more). An examination of the 
comments indicates that the local customers 
are almost unanimously pleased with the ser- 
vices and merchandise practices found when 
dealing in these commodities. The customers 
spoke freely of (1) the good service, (2) wide 
variety of stocks, and (3) friendly salespeople. 
The only consistent complaint was that the 
prices are “too high.” 

By contrast, the following four commodity 
groups are purchased elsewhere (other than 
in the local community) by the largest num- 
ber of customers in practically all the cities: 

Women’s coats and suits, 
Women’s better dresses, 
Men’s dress clothing, 
Furniture. 

An examination of the comments by the 
customers in regard to these commodities in- 
dicates that the customers go to other cities 
to shop because of three prevailing conditions 
which they have found in the local stores: (1) 
lack of variety of merchandise, (2) too high 
prices, and (3) sales pressure. . 

It may be noted that the comments per- 
taining to the four worst merchandise groups 
are the negative of the comments of the four 
best groups. The only comment common to 
both the good and bad groups is that prices are 
“too high.” 

Why Families Shop in Other Towns 

In a typical study, three reasons are almost 
always given for shopping in other cities. 
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Families state they go to larger cities seeking: 
Lower prices, 
Greater variety of merchandise, 
Better quality of merchandise. 

There is no indication that the buyers al- 
ways find the things that they seek; but it is 
interesting to note the consistency in the 
stated motivating force for shopping in other 
cities. It is always pointed out in the Reports 
that these reasons may be real or imagined 
and that there is much that the local business- 
men can do to dispel these notions that “the 
grass is always greener on the other side.” 
Such things as better display of merchandise, 
better salesmanship and description of mer- 
chandise, more interest in meeting the cus- 
tomers’ needs, more personal sales service in 
general, should be effective in building up the 
number of satisfied customers who stay at 
home to shop. 


Comments from Families Who 
Shop Locally 


In addition to the very valuable informa- 
tion on the families that shop in other local- 
ities the Better Service Reports reveal much 
valuable information about the families that 
shop locally because of necessity or desire. 
The families are asked to make general com- 
ments as well as specific comments about each 
merchandise group. Quite a large number of 
the families take advantage of this oppor- 
tunity to get a few things off their chests. 
Each Report contains a representative selec- 
tion of the verbatim comments and the busi- 
nessmen find these very interesting and help- 
ful. The general comments cover a wide range 
of subjects—from comments about local police 
practices to complaints about inadequate pub- 
lic rest room facilities. One mother pleads for 
the case of young boys seven years and p. 
She states, “There is no place for these boys 
to go. The stores refuse to let them use the 
ladies’ rest rooms—and you aren’t allowed 
to enter a tavern with them. Please help us!” 

Many of the comments more directly con- 
cern the store managers. These actual com- 
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ments taken from individual Reports are 
rather typical. 

“Tt is my observation: to get courteous, 
prompt service in the ‘better stores’ one must 
dress, act and look very prosperous!” 

“The main trouble with salespeople is that 
they don’t know what salesmanship is. They 
show lack of courtesy and lack of knowledge 
of the merchandise.” 

Not all of the comments are complaints. 
Many are in the form of applause. For ex- 
ample: 

“TJ think we should be proud of our stores 
and patronize them. They sell the same brands 
as the larger cities, so why go out of town?” 

“After living here for 40 years, it is my 
honest opinion that adjustments, credit, qual- 
ity, service, salespeople, and prices are as 
good, and in many cases much better than 
surrounding towns and cities.” 


The Parking Problem and 
Night Openings 

The vast majority of the families are usual- 
ly satisfied wth the living conditions in the 
local community. Many constructive criticisms 
are offered, however, for improving the city. 
For example, most communities at the present 
time are concerned about the parking prob- 
lem. The Better Service Reports confirm the 
extent to which parking is a problem. Infor- 
mation in regard to parking is usually inci- 
dental to the major purpose of the surveys, 
but the comments by the families do indicate 
the extent to which parking is considered a 
major problem in the minds of the customers. 
And in many cases the city fathers are able 
to feel out the attitude of the people in regard 
to alternative solutions to the parking prob- 
lem. In many cases the information points out 
the need for a more-intensive study of the 
parking problems. 

Night openings are another problem. The 
local businessmen are often concerned as to 
whether or not to use night openings, and if 
so what night or nights would be best. The 
Better Service Reports have shown that there 
is no uniform agreement, and that preferences 


vary from city to city. Friday or Saturday 
evenings, however, are the preferences of the 
majority in all cities. It should be noted, how- 
ever, that these preferences are usually con- 
ditioned by current practices and habits and 
do not show whether the customers are or 
would be particularly inconvenienced by hav- 
ing only daytime hours for shopping, or 
whether they shop more than they ordinarily 
would in the local community because of the 
convenience of night openings. In this prob- 
lem, as in parking, the information obtained 
is incidental to the main purpose of the Better 
Service Reports and a more intensive survey 
may be necessary to arrive at a more satis- 
factory solution to the problem. 


Summary 


Better Service Reports in which the thous- 
ands of consumers throughout the state of 
Michigan are given the opportunity to speak 
and express themselves have proved to be 
very interesting and informative. Small com- 
munities close to larger cities have a more 
serious problem of losses of customers than 
other cities. Families go to the larger cities 
to get greater variety and better quality of 
merchandise, and lower prices. In contrast, 
the small community which is 45 miles or 
more from the large city does not usually have 
great losses. Even the larger community which 
is within a half hour drive of a larger more 
complete shopping center may expect 25 per 
cent or more of the families to be “ost.” 

All cities may expect some losses, but the 
losses seem to be accentuated when the cus- 
tomers have real or imagined reasons for going 
elsewhere. The local businessmen may do 
much to dispel these real or imagined reasons. 
Most of the families would prefer to shop 
locally, but they want to be convinced that 
it is to their advantage to do so. 

The Better Service Reports “prove the ob- 
vious.” And this proof may be just what is 
needed to stimulate action on the part of the 
local businessmen to correct the “obvious” 
mistakes and ineffectual practices. 
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| Executive development: its benefits, major steps, methods, 
objectives, and conditions necessary for success. 


Aiding the Self-Development 


of Executives 


N RECENT YEARS a number of leading 

American companies have shown increasing 
interest in the self-development of their execu- 
tives and technical personnel. There are a 
number of reasons for this interest. The com- 
panies believe that the continuing develop- 
ment of their key people can improve their 
operations and their earnings, can keep these 
people adaptable to changing needs and cir- 
cumstances, and can assure that they will be 
succeeded, upon retirement, by equally cap- 
able or even more capable men. 

Most of the aid given to key people in their 
self-development activities is informal. Actual- 
ly the executive development “program” in 
each company consists of a number of indi- 
vidual programs. These are based upon ap- 
praisals of each key individual’s proficiency 
and promise, upon studies of organization 
strengths and weaknesses, and upon forecasts 
of organization needs. 

The educational aims in any given case are 
changed from time to time as the individual 
improves his abilities and as organization 
needs change. Each individual program, how- 
ever, is a planned and continuing endeavor by 
a key person to improve his performance and 
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In this article, Dr. Riegel, who is Professor of 
Industrial Relations in this School, and Director of 
the Bureau of Industrial Relations, summarizes some 
of the key points in his new book, Executive Devel- 
opment: A Survey of Experience in Fifty Leading 
Companies. (University of Michigan Press). 
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realize his potentialities. The requirement that 
the development of any individual must be 
self-motivated and self-realized is of basic im- 
portance. The companies know that the self- 
development of an executive takes much time, 
that it should be comprehensive as regards the 
knowledge and skills needed on his present 
job, and that preferably it should be contin- 
uous. 
How the Company Benefits 


The self-development of a company’s ex- 
ecutives and technical people directly benefits 
the company in a number of ways. It brings 
about better technical performance by these 
people in their present jobs; it results in im- 
proved supervision and leadership at each 
level in the organization: it helps these indi- 
viduals to understand and take greater interest 
in the work and problems of departments re- 
lated to their own; it increases the attractive- 
ness of the firm to other capable men seeking 
employment; it creates reserves in the man- 
agerial ranks who are qualified for filling 
vacancies at higher levels; it reduces errors 
in the selection of key people for promotion or 
transfer; it enables the company to utilize a 
greater proportion of its outstanding indi- 
viduals in positions in its organization for 
which they are best qualified; it makes the 
organization more flexible by increasing the 
versatility of its members and by maintaining 
their adaptability; and it contributes to the 
improvement of the organization structure. 
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How Executives and Employees 
Benefit - 

Each executive who improves his vocational 
abilities benefits directly from these efforts. 
He increases his skills, achievements, status 
and income. The counseling given him by his 
boss helps him to see the abilities which he 
should improve, and it enables him to direct 
his own career more intelligently. 

An executive is fortunate if he is employed 
by a company which is interested in his self- 
development—one which is willing to assist 
him in his educational efforts as long as these 
prove fruitful. If he continues these efforts as 
he grows older he will be able to prolong the 
period during which his powers are greatest. 

The wage earners and salaried employees in 
any company benefit immediately from im- 
provements in the leadership and managerial 
skills of their supervisors. Since this improve- 
ment contributes to the firm’s net profits, it 
enhances the employees’ opportunities for high 
wages and salaries, and it increases the secur- 
ity of their employment. 


How Investors Benefit 


Executive development within a firm is of 
considerable importance to the long-term in- 
vestor who has purchased shares in the enter- 
prise. He desires his company to maintain and 
increase its earning power. One of the most 
important factors in bringing about these re- 
sults is the competence of the firm’s key people 
in their present assignments, and their ability 
to adapt themselves to changing conditions. 
Important also is their ability to replace losses 


within their own ranks by having competent — 


replacements available. 

From the public’s point of view the versa- 
tility, adaptability, and vision of business 
leaders are particularly important in the pres- 
ent period. The American public, through its 
prevailingly private enterprise system, is 
depending upon them to carry the responsi- 
bilities and the risks of conducting business 
operations under dynamic and increasingly 
complex conditions. 

Although all the participants in our eco- 


nomic system have some responsibility for 
economic conditions, business leaders as a 
group have the greatest responsibility since 
they are directly in control. Their decisions 
affect the economic well-being of millions of 
employees and stockholders, and the well- 
being of the communities in which their firms 
operate. Their appreciation of their responsi- 
bility in this regard, which can well be empha- 
sized in any executive-development program, 
will increase the strength of our economic sys- 
tem, and win and hold public approval for it. 


Conditions Which Have Stimulated 
Company Interest 


Company interest in the self-development 
of executives and technical personnel has in- 
creased remarkably since the second World 
War. A number of trends and conditions in 
these years have had a general influence in 
stimulating this interest. 

1. There is the widespread feeling that 
established firms should do what they can to 
assure their survival in the interest of their 
investors and employees. 

2. There is the need to offset the specializa- 
tion of managers and technicians in order that 
they cooperate intelligently and fully for the 
overall good of their companies. 

3. There is the greater appreciation of the 
strains imposed upon executives, often brought 
tragically to the attention of the public by the 
untimely disability or death of some of them. 

4. There is recognition of the desirability 
of maintaining the proficiency of older key 
people and offsetting the natural tendency on 
their part to become habit-bound. 

5. There is the growing realization of the 
importance of supervisors, and of the ways in 
which their leadership can promote worker 
productivity and satisfaction. 

6. There is the need for business executives 
to understand the interrelationships of business 
and government, and also to understand and 
deal with labor unions representing their em- 
ployees. 

All of these trends and conditions have come 
to flower after a depression and a war had pre- 
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vented systematic endeavors to guide and aid 
the development of a whole generation of ex- 
ecutives and technical people. 

In addition to these general influences, there 
have been changes within individual com- 
panies that have stimulated their interest in 
the self-development of their executives and 
other key personnel. These changes have in- 
cluded rapid rates of expansion, mergers and 
acquisitions of subsidiaries, decentralization of 
operations and controls, changes in the type of 
managerial organization, diversification of pro- 
ducts or services, adoption of compulsory re- 
tirement policies, untimely losses of key peo- 
ple, and information brought to light in atti- 
tude surveys made among the employees of 
these firms. 


Initial Experiences in Aiding the Self- 
Development of Executives 

Business firms have not followed any com- 
mon pattern in starting to aid the self-develop- 
ment of their executives systematically. The 
experiences of a number of them, however, 
have been sufficiently similar to permit group- 
ing them for discussion. 

In the first group the typical initial step 
was the taking of an executive inventory °+ 
the request of the president or general man- 
ager. This was followed by a study of organi- 
zation needs, which in turn led to more sys- 
tematic aid to executive development. 

In a second group the typical first move 
was made by an individual division head, who 
encouraged the development of his outstanding 
junior executives as a method of helping them 
to improve the division’s achievements. The 
lead of this division head was then followed 
by other executives in the company. 

A third group of companies had engaged in 
studies of their organization structures. Their 
scrutiny of the responsibilities and relation- 
ships of their executives led them to appraise 
the performance and promotability of each of 
these men. The appraisals stimulated these 
companies to be more methodical in aiding the 
development of their executives. 

A number of other cases cannot be classified 
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under these general headings because of their 
special features. 


Major Steps in the Training Cycle 


Experience in aiding the self-development 
of executives has shown the desirability of 
a series of steps in the process. In any indi- 
vidual case the steps constitute a cycle which 
can be repeated with new objectives after the 
man has realized his original objectives. The 
steps in this cycle are as follows: 

Preparation for Man Appraisal. Preparation 
is made for the initial systematic appraisals of 
key personnel. Each key man, here termed the 
advisee, is asked to outline his major responsi- 
bilities and accompanying authorities. Each 
advisee is told the general purposes of this re- 
quirement. If the outline of responsibilities 
was made previously, the advisee is asked to 
review it, and to revise it if that is necessary. 
It then is discussed with him by his immediate 
superior. They agree on the responsibilities 
delegated to the advisee. 

An experience record of each advisee is pre- 
pared if it is not available. This shows chiefly 
the positions he has held and the period he 
spent in each. 

If appraisal ‘‘in committee” is decided upon, 
the several persons who are to appraise each 
advisee are selected and briefed. The advisee’s 
immediate superior is a member of this rating 
board. That executive’s immediate superior is 
its chairman. 

Man Appraisal. The performance and po- 
tential of each advisee is appraised by the 
judges. Their unanimous opinion on these mat- 
ters and on his training needs are summarized 


recorded. 


Audit of Plans and Progress. Shortly after 
the appraisals of performance and potential of 
key people in any division have been made, 
these are audited by a review board which 
usually is headed by the executive in charge 
of the division. The board considers the pro- 
gress made by each key individual and the 
tentative training program, if any, which the 
appraisers think is suitable in his case. The 
board considers also the plans to strengthen 
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or replace the weaker members of the team, 
and it scrutinizes the reserves who are avail- 
able in case any important individuals leave 
the unit. 

Each executive in the division who has key 
people reporting to him makes a personal ap- 
pearance before the board. His immediate 
superiors are present so that they benefit from 
the board’s questions and comments. They 
have these in mind when they counsel with him 
regarding the self-development programs of 
his subordinates. The comments of the review 
board members are, of course, advisory, but 
they can have a strong influence in favor of 
sound and persistent measures to promote 
organization strength. 

Plan-Making Interviews. Each advisee is 
interviewed by his immediate superior. There 
is an interchange of opinion between them on 
the quality of his work. The superior reports 
the consensus of the appraisal board, or a part 
of that consensus upon which he wishes to 
focus the man’s attention. If the individual 
sees that he has definite training needs, he is 
asked to outline these as he sees them. If he 
does not perceive these, he can be asked to 
consider the matter for several days. 

In one or more subsequent interviews the 
superior and the advisee come to an agree- 
ment on his most important training goals at 
the time, and they agree on a feasible educa- 
tional program. Meanwhile, the superior may 
have conferred with the training specialist on 
the case. 

Provision of Educational Opportunities. 
The immediate superior then plans and makes 
available at convenient times the opportunities 
for experience and instruction which the ad- 
visee needs. 

Furthermore, the superior sees that the ad- 
visee is given opportunity outside the unit for 
necessary instruction or experience, such as 
participation in conferences or service on com- 
mittees. In planning these opportunities out- 
side of the division, the immediate superior 
cooperates with the training staff and the other 
executives who can provide instruction or 
assistance. 
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Educational Effort by the Advisees. From 
this point the progress made in any case is 
mainly up to the advisee himself. He must put 
forth the effort to strengthen his ability. The 
immediate superior coaches and counsels him 
regarding his performance of his present du- 
ties. Also, the superior observes his progress 
and suggests revisions in his program if those 
seem advisable. Furthermore, the superior 
maintains a concise record of his counseling 
and coaching interviews with each advisee. 

Repetition of Cycle. The superior repeats 
this cycle at least annually. The three imme- 
diately preceding steps may be repeated at 
any time when an individual has attained a 
training goal and wishes to strengthen himself 
in another direction. The review board meets 
at least annually for audit of the educational 
plans and the progress of each key man. 

The marking out of these major steps does 
not imply that the consideration and treat- 
ment given to the individual cases are similar 
or need to be equally thoroughgoing. Each case 
is dealt with asian individual problem. It is 
considered with regard to the organization’s 
needs and the other key personnel who are 
available. In some cases the appraisals are 
brief; the interviews present little, if any, diffi- 
culty; and the training programs are relatively 
simple. In other cases one or more of these 
steps in the training cycle require careful 
analysis and much continuing effort, particu- 
larly in the instruction period. 

Selection of Candidates. When a man in a 
key position is not meeting its requirements, 
and he has not responded to advice, nor pur- 
sued any program for self-improvement, it be- 
comes necessary to seek a replacement for him. 
While the selection of such candidates is not 
strictly a part of the training cycle, it is a step 
closely related to it. Furthermore, the self- 
development activities of a man reveal to him 
and his superiors more and more about his 
aptitudes, interests and abilities. In this way 
these activities help a company to give each 
man the assignments which he can perform 
most proficiently. 

The use of appropriate training procedures 
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in each case is important in bringing about the 
desired results in a minimum of time and with 
a minimum of effort on the part of the learner 
and his instructors. For this reason it is well to 
consider some methods which have helped ex- 
ecutives to realize each of several distinguish- 
able self-development aims. These aims may be 
listed as follows: (1) Improvement and broad- 
ening of technical knowledge and understand- 
ing; (2) preservation of open-mindedness, 
adaptability and resourcefulness, and the de- 
sire to attain new goals; (3) reduction of 
prejudices, improvement of attitudes, and cul- 
tivation of new interests; (4) improvement of 
or addition to managerial skills; (5) develop- 
ment or modification of basic behavior char- 
acteristics. 

These are directions of individual develop- 
ment, All are interrelated in the sense that 
endeavors to bring about one type of develop- 
ment, if successful, cause other beneficial 
changes also. 

The improvement of an executive’s technical 
knowledge and understanding often requires 
more than the reading of technical literature 
or the observation of processes, although these 
efforts have their values. He may require first- 
hand contact and experience in order to de- 
velop the ability to trace the causes of tech- 
nical conditions or results in the specialized 
processes of his company. The development of 
this degree of understanding may require a 
period of internship in which he will assist 
other more experienced persons in the diag- 
nosis of technical troubles. 


Overcoming Inertia 


The tendency to go along in established 
ways is fairly general on the part of individuals 
who have been in their present positions for a 
number of years. It may be desirable to stim- 
ulate them to set new goals for themselves and 
to get them to try out new approaches to their 
problems. If so, they can be given opportuni- 
ties to observe the methods of others in some- 
what similar positions; they can be given 
special assignments whi-h will require them 
to concentrate on the improvement of pro- 
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cedures in their fields; a few can even be trans- 
ferred to offset the tendency to continue in 
established ways. 

A man who should change his attitudes, 
overcome his prejudices, and increase his in- 
terests should have contacts and experiences 
that will challenge his habitual reactions. He 
can be put on a special committee to deal with 
a subject on which he is prejudiced or lacks 
interest. His consideration of the subject and 
his associations with people actively concerned 
with it should change him somewhat. Greater 
responsibility for and more active dealing with 
the subject may be necessary, however, to 
bring about substantial change. Possibly, the 
objective can be realized if he is given a work 
assignment presenting problems and condi- 
tions that will disrupt his habitual feelings on 
the subject. 

Managerial Skills 

Another type of development in executives 
is the improvement of and the addition to their 
managerial skills. The formation of such skills 
requires exercise and, therefore, opportunities 
to practice. Skills of this type are not formed 
by an individual when he is merely told to do 
things in a certain way. The whole man must 
be involved. Repeated practice, preferably 
under guidance at the outset, is necessary. 

A man’s work itself is the most effective 
means available to him for this purpose. An 
able man can utilize his work as a training 
medium. His superior can give him guidance 
and coaching so that he gets the maximum 
benefit from his experience. Also the superior, 
to a judicious degree, can give him special 
assignments to afford additional experience. 

Many learners are not good critics of them- 
selves, nor do they know tested ways to over- 
come their difficulties. Some occasionally be- 
come discouraged by their failures. A superior 
who can be a helpful critic, teacher, and source 
of encouragement can, therefore, help a man 
to learn more rapidly and more fully from his 
experiences than he alone would be able to do. 

Managerial work itself is the main devel- 
oper of managerial skills. New assignments 
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can be made and responsibilities gradually in- 
creased, over a considerable period, to enable 
an individual to build and improve the variety 
of skills required for his best contribution to 
his firm’s success. 


Behavior Characteristics 


Still another basic type of development in 
executives is the modification of any of their 
behavior characteristics which are limiting the 
value of their services. Behavior character- 
istics can be modified by many types of ex- 
periences. A man’s work itself, because of the 
behavior it calls for, can be a basic influence. 
The superior officers example and counsel, and 
the conduct of associates, can cause an execu- 
tive to modify his behavior. A transfer to a 
selected work situation and under the influ- 
ence of the individuals there may bring about 
such a change. Obviously, the influences thus 
brought to bear upon him should be frequent 
and forceful. This is necessary if he is to be 
impelled to modify his habits. 

While health maintenance is not usually 
considered as a part of a personal development 
program, it is more basic than any of the 
aspects just reviewed. The state of a man’s 
health governs all of his abilities. Health is to 
be thought of in broad terms, as the basis of 
work, and of growth and development. Health 
means physical and mental well-being and 
emotional balance. With this concept in view 
a number of companies provide periodic phys- 
ical examinations and consultations at their 
expense for each key man. Ordinarily, these 
are not required, but most of the executives 
take advantage of them. An executive with 
key men reporting to him should observe their 
health frequently. If any one of them has ex- 
cessive or unusual disabilities, or seems to be 
mentally or emotionally disturbed, he should 
refer this man to the medical consultant. 


Factors Governing Success 


The self-development of executives and tech- 
nical personnel in a firm depends fundamen- 
tally upon the existence of need for it and upon 
the appreciation of its potential value by these 
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key people themselves. These conditions can 
induce persistent efforts on their part to 
strengthen their own abilities and to encour- 
age and assist their subordinates to follow 
their example. Appreciation of the potential 
values of these efforts is particularly necessary 
on the part of the firm’s operating executives, 
for they are the persons best able to guide and 
facilitate the development of its key people, 

This type of development in a business or- 
ganization depends also on the guidance, sup- 
port, and example of the members of its top 
management. These men can delegate most of 
the actual planning and instruction, but their 
interest is essential. They can see to it that ex- 
ecutives at all levels do not neglect to guide 
and facilitate the self-development of out- 
standing subordinates. 


Importance of Favorable Policies 


A number of policies create a favorable 
climate for the self-development of a firm’s 
executives and technical personnel. These 
policies necessarily are established and sup- 
ported by its senior executives. The policies 
include not only “organization engineering,” 
but also judicious salary administration, the 
filling of responsible positions by promotion, 
and the broadening of opportunities to com- 
pete for advancement. General understanding 
of a company’s policies regarding executive 
development can be a helpful factor. 

The self-development of executives and key 
technicians in a firm is governed to a large 
extent also by the interest and wisdom of its 
managers in their role as educators. Each 
supervisor undertakes this role when he en- 
deavors to guide and facilitate the efforts of 
his subordinates to develop themselves. Al- 
though he may delegate the task of instructing 
them in given activities, he should coach them 
personally on many phases of their work. 
Occasionally, however, a junior man should 
have made available to him other sources of 
information and experience so that his educa- 
tion is not limited by the strengths and weak- 
nesses of his immediate superior. 

Furthermore, audits by senior executives of 
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the self-development plans and progress of 
key individuals at each level in the organiza- 
tion govern the success of these activities. 

The quality of the services of the training 
specialist on the company’s staff is another 
factor which conditions the success of self- 
development on the part of its executives and 
technical people. Such a specialist is mainly an 
advisor and an aid to the operating executives 
in this aspect of their work. 


Takes Time and Effort 


An inherent difficulty with self-development 
grows out of the fact that much time and effort 
must usually be expended by any individual 
in such an endeavor. This fact may not be 


fully appreciated by the man himself and by 
his immediate superior. In such a case the 
immediate superior’s attention may be called 
to the average length of the preparatory ex- 
perience which in the past has qualified men 
for given job assignments. Executives who 
expect to achieve results quickly are tem- 
peramentally handicapped in their endeavors 
to assist the development of their juniors. 
Since noteworthy self-development cannot be 
brought about quickly, a company interested 
in aiding its executives and other key person- 
nel to realize it should be persistent. If wisely 
done, the guidance and assistance given the 
individuals for this purpose can yield most 
valuable returns. 


70% OF FAMILIES IN TOP INCOME BRACKETS OWN NO COMMON STOCK— 


The Survey Research Center of the University of Michigan finds that 70% of the 
top income families (5% of the nation’s total) own no common stock, although 
Brookings Institution studies show that 4,750,000 families own some shares. 34.7% 
of these families had pre-tax incomes of less than $5000. Only 1,020,000 had pre-tax 
incomes of $10,000 or more. The dilemma confronting the N. Y. Stock Exchange in its 
proposed drive to sell the nation on the purchase of common stocks is whether to con- 
centrate their ammunition on the top 5% of the nation’s families or get down to the 
21,000,000 families whose incomes range from $4000 to $6000. 

—Detroit Free Press, 8 columns, July 1, 1953. 


MATERIALS HANDLING 

BUSINESS INFORMATION SOURCES for April, 1953, is devoted to Materials 
Handiing. This is the picking up and putting down of materials or products, a matter 
of great importance to manufacturers everywhere. 

The Bulletin contains information in print and in films on the place of materials 
handling in industry; manuals prepared for practical guidance; equipment needed; 
association proceedings; materials handling education; and a list of current periodicals 
and associations devoted to the subject. 

Copies are available for a mailing and handling charge of 10 cents. For YOUR copy 
of “Materials Handling” write to: 

Miss Rose L. Vormelker, Head 
Business Information Bureau 
Cleveland Public Library 
325 Superior Avenue 
Cleveland 14, Ohio 
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Michigan Business Indicators 
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BANK DEBITS—THE MOST INCLUSIVE MEASURE OF BUSINESS ACTIVITY—June and July 
bank debits remain at high levels. Note: The composition of this series has been changed by the 
Federal Reserve Bank of Chicago, in the interests of greater accuracy. The June and July figures o 
are estimated from the new series for average daily bank debits. 
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UPPER PENINSULA BANK DEBiTS-—Debits in the Upper Peninsula were somewhat larger than 
usual for June and July. There are indications that the tourist business is unusally good this year. 
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POWER CONSUMPTION-In July power consumption declined but to a level much above the 


_ preceding year. 
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EMPLOYMENT-No great change occurred in employment. The difficulties at Willow Run and 
Livonia may affect the August and September figures. 


| A Survey of Experience in Fifty Leading Companies 


order from 


by JOHN W. RIEGEL 
Professor of Industrial Relations 
Director, Bureou of Industrial | 
University of Michigan 


This book discusses a number of conditions which govern the success of © 


executive development in a firm, and it outlines the value of executive develop- 4] 
ment to the firm, the executives themselves, the investors, the employees, ond | 


the public. 


The book then deals with methods of appraising each keyman’s performance \ i 
and potential. Also it describes the periodic audit of key personnel by senior 4} 


executives as an aid in organization planning and development. 

The book describes the executive's task in helping each of his individual 
subordinates to select appropriate training goals and to lay out a personal- 
development program. The training goals discussed are the improvement of 
technical knowledge, the change of attitudes, the broadening of interests, the 


maintenance of adaptability, the improvement of managerial skills and the if 


modification of behavior characteristics. 


The last half of the book discusses the values and limitations of the main 


methods used by executives in their efforts to reach their training goals. Among 
the methods and influences dealt with are: the man’s work itself, the example 
of his associates, coaching and counseling by his immediate superior, part- 


time assignments, change of job, service on committees, participation in g 
conferences, company-operated courses, university-sponsored programs, and — 


professional-association activities. 

Executives who are responsible for selecting key-men and for guiding ond 
assisting their development, will find this book a source of many helpful sug- 
gestions. It discusses the subject comprehensively, on the basis of the experi- 
ence of the fifty leading firms included in the author’s survey. 

Executives who must guide their own development will obtain information 
in the book on how to appraise their work, select training goals, lay out train- 
ing plans, and :.tilize available means to improve their abilities. 


The book contains 365 
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its price is $6.00, cloth- @ 
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